We investigate the causes of increases in economic freedom by examining a cross-section of countries from 1990-2010. We find that higher initial GNI per capita is associated with larger subsequent increases in economic freedom. We also found countries are less likely to improve their freedom the higher that their initial levels of freedom and energy exports are. In some causes inflationary crises and ethnolingusitic fractionalization were also correlated with smaller increases in economic freedom. These impacts were generally more important in countries with lower initial levels of economic freedom and in preventing countries from making above average increases in economic freedom.
I. Introduction
Few studies have examined the causes of economic freedom. Yet empirical evidence has mounted that economic freedom leads to a number of improved societal outcomes (Hall and Lawson 2014) . For example, economic freedom has been shown to lead to higher incomes (Easton and Walker 1997) , economic growth (Gwartney, Lawson, and Holcombe 1997) , happiness (Gehrig 2013) and longevity (Grubel 1998) . If economic freedom is important for securing improved living standards it is important that we better understand what factors contribute to the establishment of economic freedom. We examine a cross section of countries over the last 20
years to see what factors were correlated with increases and decreases in economic freedom.
A number of factors could be relevant. Financial crisis may impact economic freedom by breaking existing political equilibria and allow for either positive or negative reforms (Pitlik and Wirth 2003; Bolonga and Young 2014) . Recent literature has focused on the level of severity a crisis must hold to affect economic freedom. Pitlik and Wirth (2003) found, through developing a scale to distinguish moderate from severe growth and inflationary crises, that deep crises were significantly correlated with policy reform in favor of liberalizing economic activity. Bolonga and Young (2014) find that inflationary crises have historically reduced the amount of government spending as a percentage of GDP. However, they were not able to conclude that the scope of government policies was significantly affected by periods of crisis. It is possible that crises could lead to increases governmental scope and size (Higgs 1987) which would hinder economic freedom.
Substantial natural resource endowments, specifically oil, may hinder the development of institutions consistent with economic freedom (Campbell and Synder 2012) . Less developed countries which possess an abundance natural resources demanded by other nations may endure institutions and polices that hinder development because their endowment allows for "easy riches" (Sachs and Warner 1999; Collier 2010) . These "easy riches" may prolong policies and practices of states which are detrimental to economic freedom because the state is less dependent tax revenues derived from commerce. P.T. Bauer long contended that foreign aid "politicized" economic life and undermined reliance on markets (1991) . Aid may decrease economic freedom because if aid is continually given to countries which do not adopt growth enabling reforms, there is little incentive for governments receiving aid to adopt pro-growth policies and reforms. Powell and Ryan (2006) examined how aid flows impacted aid in five and ten year periods between 1970 and 2000 and found evidence in some specifications that more aid was associated with decreased freedom and no relationship in other specifications. Knack and Heckelman (2009) Other studies have examined how some factors, such as the role of legal origins (Glaeser and Shleifer 2002) , the ability to constrain the executive function of government (Glaeser, Laporta, Lopez-de-Silanes, and Shleifer 2004) , ethnolinguistic fractionalization (Easterly and Levine 1997) and religious homogeneity (Glaeser, Laporta, Lopez-de-Silanes, and Shleifer 2004) This paper examines to what extent these factors impact economic freedom while controlling for some of the other factors that have been shown to impact economic freedom in the past. We also separately test countries which have made the largest increases in economic freedom from 1990 to 2010 to determine if these factors impact countries that make large improvements differently. Similarly, we sort countries by their initial levels of economic freedom to examine if different factors are responsible for increasing freedom in already relatively free countries compared to the factors that are important for increasing freedom in relatively unfree countries.
II. Data and Model
We examine the change in economic freedom over the years The system places growth and inflationary crises into the categories no crisis, medium crisis, and deep crisis. A number score is given each year. For growth crises, positive growth rates are given a score of 0. Growth rates between 0 and -1% are given a score of 1. Any growth rate below -1% is given a 2. Inflation rates are given a 0 score if the rate is below 10%. It receives a score of 1 if the rate is between 10% and 40%. If the rate is between 40% and 100% the score is 2 and if the rate is above 100% the score is 3. The scores for inflation and growth are then summed over 5 year periods. For growth, if the total 5 year score is above 5, it is considered a deep crisis. Scores between 3 and 5 are considered medium crises. Similarly, any 5 year score above 10 points is considered a deep inflationary crisis and if the score is between 10 and 2 it will be considered a medium inflationary crisis. For our empirical analysis, we use a dummy variable if a crisis has occurred at any time over our 20 year interval. Data on inflation and growth percentage was obtained from the International Monetary Fund.
ExecConstraint estimates the level of restraint on the executive branches of governments.
We obtained data on the executive constraint of each country from the Polity IV database. This system rates executive constraint on a scale from 1 to 8 with higher values indicating that people having stronger control over their government's executive branch. According to Glasier, La Porta, We address the data availability problem by using the method of Glaesar, La Porta, Lopez-de-Silanes, and Shleifer (1999) where we took the standard deviation of each countries executive constraint score in 5 year increments. This allows for multiple observation points that account for changes in political stability. The standard deviation was calculated using fewer observations when required.
The standard deviations were normalized between 0 and 1.
EthnoFraction represents the ethonlingustic fractionalization score for the given country and remains constant for each country over the relevant time period. We obtain our information on ethnolinguistic fractionalization from La Porta, Lopez-de-Silanes, Schliefer, and Vishny (1999) who followed the method of Easterly and Levine (1997) . These authors obtained their measurement by averaging the probabilities that (1) two randomly selected people for a given country will belong to the same ehtnolinguistic group; (2) the probability that two randomly selected people in a given country speaking different languages; (3) the probability that two randomly selected people do not speak the same language; (4) Table 2 contains the findings of our first set of regressions. We found a highly significant negative relationship between initial level of economic freedom and subsequent increases in economic freedom indicating that increases in economic freedom become more difficult to achieve the freer a country already is. We found that each one point increase in initial economic freedom (about 80% of a standard deviation) was associated with improving economic freedom by 1.7 point less (approximately 1.7 standard deviations).
2 We also used a correlation matrix to test the relationship between our independent variables. The correlation between the Initial level of economic freedom and logarithm of Initial GNI per capita was 0.74. The correlation between deep inflationary and growth crises variables was 0.72. The correlation between Aid and the logarithm of initial GNI per capita was -0.6. The correlation between Medium Growth Crises and initial economic freedom was -0.53. All other correlations between variables were less than 0.5.
Higher energy exportation was consistently related to smaller improvements in economic
freedom. An energy exporting country whose exports as a percentage of energy use is one standard deviation outside the average for an energy exporting country is associated with between a 0.6 and 1.15 point smaller increase in economic freedom.
Consistent with the prior literature aid received as a percentage of GNI was found in some regressions to be statistically significantly related to changes in economic freedom and insignificant in others. When Aid was found to be statistically significant, a 6% increase in foreign aid received as a percentage of GNI (approximately one standard deviation) was associated with approximately a 0.2 point smaller increase in economic freedom (approximately 1/5th of a standard deviation.
Unlike the findings of Pitlik and Wirth (2003) , but similar to Bologna and Young (2014) we did not find a consistent statistically significant positive relationship between crises and changes in economic freedom. When we did find statically significant relationships they indicated that economic crises tended to limit increases in economic freedom. The occurrence of a medium growth crisis was associated approximately a 1/3rd point smaller increase in economic freedom and the occurrence of a medium inflationary crisis was associated with approximately a 1/4th point smaller increase in economic freedom.
In examining the variables that had been found to have an impact on economic growth that could possibly occur through institutional channels we found that ethnolinguistic fractionalization had a statistically significant but economically small negative impact on changes in economic freedom but that legal origins and constraints on the executive were not associated with changes in economic freedom. A 10% increase in ethnolinguistic fractionalization (approximately 1/3rd of a standard deviation) was associated with a 0.1 point smaller increase in economic freedom (approximately 1/11th of a standard deviation).
The log of the initial GNI per Capita was positively related to changes in economic freedom where a 0.5 point increase (approximately 7/10ths of one standard deviation) was associated with a 0.34 point larger increase in economic freedom (approximately 1/3rd of a standard deviation). We did not find a statistically significant relationship between economic freedom and initial primary school enrollment or the size of the population.
Based on the results from Table 2 we truncate our model to estimate how the significant factors impact a subsample of countries that have made the largest increases in economic freedom.
∆EF= α + β1InitialEF + β2Aid%GNI + β3EnergyExports + β5MediumCrisisI + β7MediumCrisiG+ β8Log Initial GNI/Capita + β12EthnoFraction + ɛ We used this model to test a subsample of countries, reported in Table 3 , which have made the largest increases in economic freedom to see if relatively larger changes come about differently. To do this we ran one regression with the 50% of countries that made the largest increases in economic freedom and another regression with only the top 33% of countries making the largest improvements in economic freedom.
In the 50% of countries that made the largest increases in economic freedom we again found that higher initial levels of economic freedom make additional increases in economic Somewhat surprisingly we found a positive and statistically significant correlation between aid and freedom for those countries that made the largest improvements in economic freedom. A 5% increase in aid received as a percent of total GNI (approximately 3/4ths of one standard deviation) was associated with approximately a 0.23 point larger increase in economic freedom in the 50% of countries that made the largest increases in economic freedom (approximately 1/6 th of a standard deviation) and had similar impact in the top third of countries. We do not place much significance on this result as aid had positive coefficients in some regressions (twice statistically significant) and negative coefficients in others (once statistically significant).
As we narrowed the sample to only those countries in the highest 1/3 rd of improvers of economic freedom medium inflationary crisis was shown to have a significant negative relationship where the effects of the occurrence of a medium inflationary crisis was associated with approximately a 0.42 point smaller increase in economic freedom.
We next tested to see if the factors that caused already relatively free countries to increase freedom differed from the factors that caused less free countries to improve. Intuitively, perhaps the factors that might influence changes in a place like Zimbabwe (ranked last in the index) are different from those that would cause a country like Hong Kong (ranked 1 st ) to improve their freedom. To do this we broke our sample into the top 33% and top 50% of countries by their beginning (1990) freedom score and the bottom 33% and 50% in initial freedom score. Table 4 contains these results.
In our regressions using the highest 33% and 50% initial economic freedom scores, the only consistent statistically significant relationship was a negative relationship between initial economic freedom and changes in economic freedom. Our regression examining the top 50% of initial economic freedom scores also found a statistically significant negative relationship between changes in economic freedom and energy exportation where a country whose exports as a percentage of energy use exceed one standard deviation outside the average for an energy exporting country was associated with an approximately a 1 point smaller increase in economic freedom.
For countries with lower initial economic freedom scores, we found a consistent negative relationship between energy exportation and changes in economic freedom where a country whose energy exports exceeded a standard deviation increase in the Z-score taken from the sample of energy exporting countries was associated with approximately a 1.3 point smaller increase in economic freedom of initial economic freedom levels. The log of the initial GNI per Capita was positively associated with changes in economic freedom for the 33% and 50% of countries with the lowest initial levels of freedom. A 0.5 point increase (approximately 7/10ths of one standard deviation) was associated with a 0.3 point larger increase for the lowest 33% and a .35 point larger increase for the lowest 50%.
Ethnolinguistic fractionalization was also found to have a negative relationship with changes in economic freedom for the countries with the lowest initial economic freedom levels.
For these countries, a 10% increase in ethonlinguistic fractionalization (approximately 1/3 rd of a standard deviation) was associated with a 0.1 point smaller increase in economic freedom for our lowest 33% sample and approximately a 0.7 smaller increase in economic freedom for our 50%
sample. We also found that the occurrence of a medium inflationary crisis was associated with a 0.65 point smaller increase in economic freedom for the lowest 33%.
In addition to using a 20 year interval we also tested our equations with 10, 5, and 3 year time intervals. These regressions did not offer additional explanatory power and generally had less statistical and economic significance. This is not surprising as other recent work has found that changes in freedom are long run phenomena that require longer time periods of analysis for the variables of interest to have an effect (Clark et al. 2014; O'Reilly and Powell 2014; Bologna and Young 2013) .
IV. Conclusion
Although much research has been done studying the consequences of adopting institutions of economic freedom comparatively little research has been done on the causes of the adoption of the institutions of economic freedom themselves. This paper addresses this underdeveloped research program.
In our complete sample of countries we find that higher initial per capita incomes were associated with larger increases in economic freedom in subsequent periods. We find that higher initial levels of economic freedom, larger energy exports, and ethnic fractionalization were all associated with making smaller improvements in economic freedom. In a couple of specifications medium growth or inflationary crises were associated with smaller improvements in economic freedom but these results were not consistent.
When examining subsets the countries that made the largest improvement in economic freedom over the period these same variables retained statistical significance and coefficients on variables associated with smaller increases in freedom increased in size indicating that starting from lower levels of freedom and not being a large exporter of energy become more important barriers to countries to making large improvements in freedom. Additionally, avoiding a medium inflationary crisis became more statistically significant and increased in the size of its coefficient.
When we separate our sample into groups of countries with high or low initial levels of freedom it becomes apparent that most of the results are driven by countries with low initial levels of freedom. Among countries with high initial levels of freedom, having a higher initial level of freedom is associated with making smaller subsequent improvements in economic freedom. Among other variables only energy exportation remained statistically significant in one of our two specifications. In other words, for countries with high initial levels of freedom we know little about what causes them to, or prevents them from, increasing their economic freedom.
Among the sample of countries with the lowest levels of economic freedom, initial levels of economic freedom, large energy exports, medium inflationary crises, and ethnic fractionalization were associated with smaller increases in economic freedom while higher initial levels of GDP per capita were associated with larger subsequent increases in economic freedom.
The magnitude of the negative coefficients generally increased in size in this sample and the inflationary crisis measure became more statistically significant.
Our overall results indicate that we know more about what limits increases in economic freedom than we do about what promotes them and that these limitations are more important in countries with lower initial levels of economic freedom. Much research remains to be done. In addition to statistical work, perhaps more in depth individual case studies of how countries who made large improvements in economic freedom could be fruitful. 
